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DEPARTMENT  OF  HOUSING  AND 
URBAN  DEVELOPMENT 

Office  of  the  Assistant  Secretary  for 
Housing— Federal  Housing 
Commissioner 

24  CFR  Parts  203  and  204 

[Docket  No.  R-92-1512;  FR-2936-F-03] 

RIN  No.  2S02-AF17 

Single  Family  FHA  Mortgage  Insurance 
Premiums 

AQENCV:  OHice  of  the  Assistant 
Secretary  for  Housing-Federal  Housing 
Conunissioner,  HUD. 

ACTION:  Final  rule. 

SUMMARY:  This  final  rule  completes  the 
implementation  of  provisions  in  the 
Omnibus  Budget  Reconciliation  Act  of 
1990  which  establish  new  premium 
requirements  for  FHA  single  family 
mortgage  insurance  that  are  obligations 
of  the  Mutual  Mortgage  Insurance  Fund. 
The  final  rule  creates  an  exception  for 
streamline  refinancing  of  mortgages 
originally  insured  before  July  1, 1991. 
EFFECTIVE  DATE:  May  25, 1992. 

FOR  FURTHER  INFORMATION  CONTACT: 
John  J.  Coonts,  Acting  Director,  Office  of 
Insured  Single  Family  Housing,  room 
9266,  Department  of  Housing  and  Urban 
Development,  451  Seventh  Street  SW., 
Washington,  DC  20410-8000,  telephone; 
voice,  (202)  708-3048,  TDD  (202)  708- 
4594.  (These  are  not  toll-free  numbers.) 
SUPPLEMENTARY  INFORMATION*.  Section 
2103  of  the  Omnibus  Budget 
Reconciliation  Act  of  1990  (Pub.  L.  101- 
508,  approved  Nov.  5. 1990)  is  identical 
to.  but  supersedes,  section  325  of  the 
Cranston-Gonzalez  National  Affordable 
Housing  Act  (Pub.  L 101-625  approved 
November  28, 1990).  The  new  law 
establishes  a  revised  premium  payment 
structure  for  FHA  insured  single  family 
mortgages  which  are  obligations  of  the 
Mutual  Mortgage  Insurance  Fund.  The 
section  includes  both  permanent  and 
transition  provisions. 

Permanent  Provisions  in  Section  2103 

For  FHA-insured  single  family 
mortgages  executed  on  or  after  October 
1, 1994,  the  law  requires  HUD  to 
establish  and  collect  (1)  an  up-front 
mortgage  insurance  premium  (MIP) 
payment  equal  to  2.25%  of  the  amount  of 


the  principal  obligation  of  the  mortgage, 
of  which  the  unearned  portion  shall  be 
refunded  upon  prepayment;  and  (2) 
annual  periodic  premium  payments  of 
0.5%  of  the  remaining  insured  principal 
balance  for  (i)  the  first  11  years  of  die 
mortgage  term,  where  the  original 
principal  balance  is  less  than  90%  of  the 
appraised  value  of  the  property;  and  (ii) 
the  first  30  years  of  the  mortgage  term, 
where  the  original  principal  obligation  is 
at  least  90%  of  the  appraised  value  of 
the  property,  except  that  where  the 
original  principal  obligation  is  more  than 
95%  of  the  appraised  value,  the  annual 
premium  shall  be  .55%  of  the  remaining 
insured  principal  balance. 

For  purposes  of  this  rule,  "remaining 
insured  principal  balance”  means  the 
average  outstanding  principal  obligation 
of  the  mortgage  for  the  year,  based  on 
the  original  amortization  schedule.  (See 
§  203.284(g)  of  today's  final  rule.) 

Transition  Provisions  in  Section  2103 

For  FHA-insured  single  family 
mortgages  executed  diuing  fiscal  years 
1991  and  1992  (but  on  or  after  the  July  1. 
1991  effective  date  of  HUD’s  1991 
interim  rule)  HUD  is  required  to 
establish  and  collect  (1)  an  up-front  MIP 
payment  equal  to  3.8(^  of  the  amount  of 
the  principal  obligation  of  the  mortgage; 
and  (2)  annual  periodic  premium 
payments  of  0.50%  of  the  remaining 
insured  principal  balance  for  (i)  the  first 
5  years  of  the  mortgage  term,  where  the 
original  principal  obligation  is  less  than 
90%  of  the  appraised  value  of  the 
property;  (ii)  the  first  8  years  of  the 
mortgage  term,  where  the  original 
principal  obligation  is  at  least  90%  of  the 
appraised  value  of  the  property  but  no 
more  than  95%;  and  (iii)  the  first  10 
years,  where  the  original  principal 
obligation  is  greater  than  95%. 

For  FHA-insured  single  family 
mortgages  executed  during  fiscal  year 
1993  and  1994,  HUD  shall  establish  and 
collect  (1)  at  time  of  insurance,  an  up¬ 
front  payment  of  3.0%  of  the  amount  of 
the  principal  obligation  of  the  mortgage; 
and  (2)  annual  periodic  premium 
payments  of  0.50%  of  the  remaining 
insured  principal  balance  for  (i)  the  first 
7  years  of  the  mortgage  term,  where  the 
original  principal  obligation  is  less  than 
90%  of  the  appraised  value  of  the 
property;  (ii)  the  first  12  years,  uriiere  the 
original  principal  obligation  is  at  least 
90%  of  the  appraised  value  of  the 


property  but  no  more  than  95%;  and  (iii) 
the  first  30  years,  where  the  original 
imncipal  obligation  is  greater  than  95%. 

With  respect  to  mortgages  covered  by 
section  2103,  the  Commissioner  will 
refimd  all  of  the  unearned  up-front 
mortgage  insurance  premium  (UFMIP) 
upon  termination  of  insurance  by 
voluntary  agreement  or  upon  payment  in 
full  of  the  entire  principal  obligation  of 
the  mortgage  before  the  maturity  date. 

These  MIP  changes  are  applicable  to 
mortgages  insured  under  the  Mutual 
Mortgage  Insurance  Fund,  Le.,  National 
Housing  Act  Sections  203(b),  203(h), 

203(i)  and  203(n).  This  includes 
mortgages  insured  under  section  203(b) 
pursuant  to  sections  244  (coinsurance), 
245  (graduated  payment  mortgages  and 
growing  equity  mortgages)  and  251 
(adjustable  rate  mortgages).  Excluded 
are  condominium  GPMs,  GEMs  and 
ARMs  which  are  not  insured  under 
section  203(b).  Also  excluded  are  any 
section  203(b)  mortgages  insiured 
pursuant  to  sections  223(e)  (older 
declining  areas),  238(c)  (military 
impacted  areas),  247  (Indian 
reservations)  and  248  (Hawaiian  home 
lands),  since  those  mortgages  are  not 
obligations  of  the  Mutual  Mortgage 
Insiu-ance  Fund.  Because  mortgages 
insured  under  the  Section  204 
coinsurance  program  did  not  previously 
have  an  UFMIP,  HUD’s  regulations  at  24 
CFR  part  204  are  revised  in  this  rule  to 
require  the  UFMIP.  The  full  amount  of 
any  such  UFMIP  will  be  credited  to  the 
Mutual  Mortgage  Insurance  Fund.  No 
portion  of  the  premium  amount  will  be 
credited  to  the  Annual  Coinsurance 
Reserve  established  by  24  CFR  204.270. 

With  respect  to  charges  on  open-end 
advances  in  connection  with  previously 
insured  mortgages  (24  CFR  203.44)  the 
regulations  have  been  revised  at 
S  203.270  to  provide  for  an  insurance 
charge  equal  to  .50  percent  per-annum  of 
the  outstanding  principal  obligation  of 
the  open-end  advcmce.  This  charge  is 
the  same  as  that  applying  to  mortgages 
subject  to  a  one-time  MIP  pursuant  to 
§  203.280,  and  is  consistent  with  the 
overall  policy  of  charging  an  annual  .50 
percent  MIP  under  the  new  mortgage 
insurance  premium  schedule  set  forth  in 
this  rule. 

The  following  tables  illustrate  the 
operation  of  this  new  premium  payment 
for  each  fiscal  year. 


For  purposes  of  this  rule,  the  loan 
value  is  calculated  by  dividing  the  loan 
amount  (excluding  the  up-front 
premium)  by  the  appraised  value  of  the 
property  (excluding  closing  costs). 

C>n  May  30, 1991,  the  Department 
published  an  interim  rule  implementing 
section  2103  (56  FR  24622).  llie  only 
significant  difference  between  the 
interim  rule  and  today’s  final  rule  is  that 
the  Department  has  decided,  upon 
reconsideration  of  the  issue,  to  exempt, 
from  the  new  mortgage  insurance 
premium  requirements,  loans  insured 
under  the  “Streamline  Refinance” 
program.  This  change  is  discussed  in 
more  detail  in  the  examination  of  public 
comments  set  out  elsewhere  in  this 
preamble. 

It  should  be  noted  that  on  June  18, 

1991,  a  technical  correction  was  made  to 
the  May  30, 1991  interim  rule  (56  FR 
27900)  relating  to  the  characterization  of 
certain  of  its  effective  dates.  Aside  from 
the  revisions  associated  with  streamline 
refinancing  and  the  correction  of 
technical  errors  in  the  previously 
published  interim  rule,  the  final  rule 
closely  resembles  the  Department's 
earlier-published  rule. 

Summary  of  Public  Comments  and  HUD 
Responses  on  Interim  Rule 

When  the  Department  published  its 
May  30, 1991  interim  rule  revising  the 
FHA  single  family  mortgage  insurance 
premium  structure,  the  Department 
asked  for  public  comment  on  the  rule.  A 
total  of  482  public  comments  were 
received.  The  great  majority  (472)  were 
from  individuals  criticizing  the 
legislation  upon  which  the  rule  was 
based,  rather  than  specific  provisions  of 
the  rule  itself.  The  major  criticisms  were 
that  (1)  the  legislation  will  have  a 
detrimental  effect  on  affordable  housing 
and  on  the  economy;  and  (2)  accurately 
calculating  downpayment  and  loan 
amounts  is  impossible  without 
conducting  an  appraisal  before  the  sales 
contract  is  negotiated. 

HUD  Response:  The  increase  in  the 
mortgage  iiisurance  premium  will  add 
approximately  $28U)0  to  the  average 
borrower's  mmithly  housing  expense, 
and  for  that  reason,  borrowers  will  need 
about  $100  more  in  monthly  income  to 
qualify  for  the  mortgage.  These 
increases  undoubtedly  will  result  in 


some  borrowers  having  to  defer  or  delay 
the  purchase  of  a  home,  but  the 
Department  believes  that  the  additional 
premium  is  necessary  for  new  mortgages 
in  order  to  meet  the  capital  standard 
mandated  by  the  National  Affordable 
Housing  Act  of  1990.  The  method  for 
calculating  loan  amounts  was  not 
changed  by  the  implementation  of  the 
risk-based  premium. 

In  addition  to  these  general 
conunents,  the  following  comments  and 
recommendations  were  received  firom 
five  national  trade  associations,  several 
mortgage  companies,  and  individuals 
addressing  particular  provisions  of  the 
interim  rule: 

1.  Streamline  Refinance  Loans.  Four 
commenters,  two  national  trade 
associations,  a  mortgage  corporation, 
and  an  individual,  objected  to  the  failure 
in  the  rule  to  exempt,  firom  the  new 
annual  MIP,  loans  insured  under  HUD’s 
Streamline  Refinance  program.  Ihe 
Streamline  Refinance  program  provides 
for  refinancing  of  insured  loans  without 
new  mortgage  credit  underwriting. 
Typical  was  the  comment  of  the 
Mortgage  Bankers  Association  of 
America: 

We  urge  the  Department  to  exempt  loans 
insured  under  the  Streamline  Refinance 
program  horn  the  new  annual  MIP  required 
by  Section  325.  Contrary  to  HUD's  original 
notification  to  mortgagees  and  consumers  in 
Mortgagee  Letter  91-1.  the  interim  rule  did 
not  provide  for  such  an  exemption. 

Streamline  Refinance  transactions  have  very 
low  default  risk  and  effectively  reduce  the 
Department's  overall  portfolio  risk.  This  is 
because  the  transactions  involve  seasoned 
loans  in  which  the  borrower  has  already 
demonstrated  his/her  ability  to  make  timely 
payments. 

Existing  FHA  mortgagors  will  find  that 
much  of  the  savings  they  would  earn  fiom  a 
Streamline  Refinance  «viil  be  canceled  out  by 
the  new  annual  MIP.  On  a  $100,000  loan  they 
will  have  to  pay  an  additicmal  $500  in  MIP  to 
the  Department  each  year.  This  will  pronq>t 
many  of  the  best  potential  FHA  refinance 
borrowers  to  transfer  fix)m  FHA  to 
conventional  financing. 

HUD  Response:  Upon  reccmsideration. 
the  Department  agrees  that  mortgages 
closed  before  July  1, 1991  (the  effective 
date  for  implementation  of  the  risk 
based  premium  system)  and 
subsequently  refinanced  under  the 
streaniline  refinance  program  (either 


with  or  without  a  new  appraisal)  should 
be  exempt  from  the  risk-based  iH^mium. 
The  Department’s  Streamline  Refinance 
program  is  designed  to  facilitate  the 
refinancing  of  mortgages  already 
insured  by  HUD  for  mortgagors  who  are 
only  interested  in  reducing  their  monthly 
payment  A  mortgagor  cannot  refinance 
to  take  cash  out  cannot  significantly 
increase  the  outstanding  balance  and 
the  payments  on  the  mortgage  being 
refinanced,  and  payments  on  the 
mortgage  being  refinanced  must  be 
current  Tlie  Department  concludes  that 
exempting  streamline  refinancing 
mortgages  will  improve  the  financial 
condition  of  the  Mutual  Mortgage 
Insurance  Fund,  because  borrowers  will 
be  lowering  their  interest  rates. 
Accordingly,  loans  that  were  dosed 
before  July  1. 1991  and  subsequently 
refinanced  and  closed  on  or  aftm’  April 

24. 1992,  and  insured  under  HUD’s 
Streamline  Refinance  Program  are 
exempted  from  the  periodic  premium 
requirements  in  this  final  rule.  They  will 
be  subject  only  to  a  one-time  premium 
of  3.8  percent  of  the  mortgage  amount 
for  all  mortgages  insured  under  the 
Mutual  Mortgage  Insurance  Fund. 

The  Department  is  able  to  make  this 
exception  to  the  statutory  premium 
requirements  because  section  223(a)(7) 
of  the  National  Housing  Act  authorizes 
refinancing  of  insured  loans 
“notwithstanding"  any  of  the  other 
provisions  of  the  National  Housing  Act. 
Although  ultimately  only  the  permanent 
provisions  of  section  2103  are  made  part 
of  the  National  Housing  Ad,  the 
Department  has  conduded  that  the 
transition  provisions  also  have  the  effect 
of  amendments  to  that  Act  and  therefore 
may  also  be  superseded  under  section 
223(a)(7). 

Accordingly,  mortgages  that  were 
closed  (executed)  before  July  1. 1991  and 
are  subsequently  refinanced  under 
HUD’s  Streamline  Refinance  program 
and  closed  (executed)  on  or  after  April 

24. 1992,  shall  be  exempt  from  the  annual 
MIP  charge. 

2.  Up-Front  Coinsurance  Premium. 

One  national  trade  assodation 
(Mortgage  Bankers  of  America) 
expressed  concern  over  the  rule’s 
treatment  of  up-firont  cmnsurance 
premiums. 
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MBA  is  very  concerned  that  the 
Department  is  requiring  all  of  the  premium 
from  the  new  up-front  MIP  on  Section  244 
coinsurance  mortgages  to  be  placed  in  the 
Mutual  Mortgage  Insurance  Fund  (MMIF). 
Under  the  coinsurance  program,  participating 
lenders  share  a  portion  of  the  insurance  risk 
with  the  Department  In  return  for  that  risk, 
coinsuring  lenders  receive  a  portion  of  the 
premium  collected. 

Since  HUD  is  now  collecting  an  additional 
premium  due  to  a  perceived  increase  in  risk, 
it  follows  that  coinsuring  lenders  should 
receive  a  portion  of  the  new  premium  to 
cover  their  comparably  increased  risk.  In  the 
rule,  HUD  does  not  provide  for  such  a  risk¬ 
sharing  relationship.  MBA  believes  this 
policy  violates  the  intent  of  the  coinsurance 
program  and  should  be  changed.  The 
regulation  should  be  modified  to  permit 
lenders  to  share  a  portion  of  the  up-front  MIP 
to  cover  the  same  risks  that  necessitate  the 
higher  premium. 

HUD  Response:  In  order  to  meet  the 
capital  ratio  for  the  Mutual  Mortgage 
Insurance  Fund  mandated  by  the 
National  Affordable  Housing  Act,  the 
Department  believes  that  it  must  collect 
the  entire  up-hront  premium  on  all  new 
mortgages,  other  than  streamline 
refinancings. 

3.  Implementation  Timing.  Four 
national  trade  associations  expressed 
objections  to  the  timing  of  HUD's 
implementation  of  this  rule.  Typical  was 
the  comment  of  the  NAHB: 

The  National  Association  of  Home  Builders 
examined  the  interim  rule  published  in  the 
May  30, 1991  Federal  Register  implementing 
certain  provisions  in  the  Omnibus  Budget 
Reconciliation  Act  of  1990,  which  established 
new  premium  requirements  for  FHA  single 
family  mortgage  insurance.  The  rule  was 
made  effective  for  all  loans  closed  on  or  after 
July  1. 1991. 

The  new  “Single  Family  Mortgage 
Insurance  Premium”  rule  will  require 
borrowers  to  pay  a  annual  premium  in 
addition  to  the  existing  up-front  premium. 

Our  concern  is  not  the  amount  of  the 
additional  premium,  per  se.  Rather,  it  is  the 
fact  that  the  rule  went  into  effect  with  only  30 
days  notice  and  impacted  all  loans  in  the 
pipeline  that  had  not  closed  by  June  30, 1991. 
NAHB  believes  that  HUD  did  not  give  the 
industry  and  the  homebuying  public  sufficient 
time  to  absorb  this  change  wi^out  disrupting 
cases  in  the  pipeline.  Borrowers  who  were 
approved  prior  to  the  effective  date  based  on 
one  set  of  anticipated  payments  are  now 
required  to  pay  up  to  an  additinal  $45  per 
month.  While  we  understand  that  no 
previously  approved  case  will  be  disqualified 
because  of  an  increased  mortgage  insurance 
premium,  some  buyers  may  opt  not  to 
proceed  with  their  purchase— obviously,  a 
negative  impact  on  these  buyers  and  the 
economy. 

HUD  Response:  The  Department  was 
aware  of  the  effect  that  the  changes 
would  have  on  mortgages  in  the  pipeline 
and  tried  to  mitigate  the  impact  as  much 
as  possible.  Most  mortgagees  were 


aware  of  the  impact  before  the  actual 
implementation  date  and  the 
Department  knows  of  no  serious 
disruptions  in  any  lender's  pipeline. 

4.  Actuarial  Soundness  of  the  Mutual 
Mortgage  Insurance  Fund.  One  national 
trade  organization  (the  Mortgage 
Bankers  Assoication  of  America)  raised 
this  issue: 

MBA  does  not  believe  that  the  changes  to 
FHA  implemented  by  the  Department  will 
achieve  the  goals  of  the  1990  Act.  Section  332 
of  the  Act  requires  the  Department  to 
evaluate  the  success  of  the  recent  FHA 
program  changes,  including  the  new  annual 
MIP.  The  section  enumerates  several  specific 
goals  and  requires  the  Department  to  provide 
status  reports  to  Congress. 

The  MIP  interim  rule  was  implemented  in 
tandem  with  an  increase  in  the  amount  of 
cash  borrowers  must  pay  at  closing.  MBA's 
analysis  finds  that  100,000  borrowers  a  year 
will  not  be  able  to  qualify  for  an  FHA  loan 
due  to  these  changes.  A  signiBcant  niunber  of 
these  will  not  be  able  to  qualify  solely 
because  of  the  impact  of  the  new  MIP.  The 
MlP's  impact  is  very  similar  to  the  impact  of 
an  increase  of  .5  percent  in  interest  rates.  A 
recent  study  by  the  Census  Bureau  indicates 
that  an  increase  of  .5  percent  in  interest  rates 
adds  411,000  families  nationwide  to  the  ranks 
of  those  who  cannot  afford  a  median-priced 
home. 

Of  even  more  consequence  to  the  future 
health  of  the  MMIF,  MBA  estimates  an 
additional  150,000  borrowers  a  year  will 
decide  against  FHA  financing  in  favor  of 
conventional  loans.  This  is  because  the  1990 
Act  makes  FHA  less  attractive  to  the  lowest 
risk  consumers.  We  are  already  seeing  FHA's 
share  of  the  market  erode  as  conventional 
Bnancing  increases.  From  95,165  in  May,  the 
number  of  new  FHA  applications  has 
dropped  steadily  to  76,875  in  June,  and  an 
estimated  68,000  in  July  (based  on  the  first 
half  of  the  month). 

MBA  respectfully  urges  the  Department  to 
begin  to  undertake  analysis  of  these  issues  at 
the  earliest  possible  time.  Only  with  the 
proper  balance  of  high-  and  low-risk  loans 
can  FHA  continue  to  operate  without 
taxpayer  assistance. 

HUD  Response:  Applications  for  the 
single  family  programs  were  at  a 
seasonally  adjusted  level  of  850,000  at 
the  end  of  December,  1991.  The  total  of 
single  family  applications  received  in  FY 
1991  was  885,000.  This  represents  a 
small  drop  in  FHA  applications,  but 
nothing  like  the  decrease  suggested  by 
the  commenter.  The  Department  has 
seen  no  evidence  that  would 
substantiate  the  claims  made  by  the 
Mortgage  Bankers  Association  of 
America,  particularly  since  the  reforms 
have  been  in  place  for  less  than  nine 
months. 

5.  Mortgage  Insurance  Premium 
Structure.  C5ne  national  trade 
association  raised  this  issue: 

The  National  Association  of  Realtors  is 
concerned  about  the  new  mortgage  insurance 


premium  structure  because  it  does  not  allow 
for  the  up-front  premiums  to  vary  with 
respect  to  the  term  of  the  loan  and  whether 
the  MIP  is  financed  or  paid  in  cash  as  the 
existing  premium  structure  does. 

Our  Association  believes  the  existing 
premium  structure  correctly  reflects 
differences  in  risk  and  that  the  new  structure 
could  be  similarly  applied.  The  current 
premium  schedule  recognizes  that  less  risk  is 
associated  with  shorter  term  mortgages  and 
with  transactions  where  borrowers  have 
invested  more  cash.  We  believe  that  HUD 
should  properly  account  for  different  levels  of 
risk  and  price  them  accordingly. 

HUD  Response:  The  Department  has 
been  studying  these  issues  and  has 
decided  to  implement  a  different 
premium  structure  for  mortgages  that 
are  historically  less  risky  than  thirty- 
year  montages.  In  a  separate  rulemaking 
already  underway,  HUD  is  planning  to 
propose  a  lesser  premium  for  ff  fteen- 
year  mortgages,  which  build  equity 
faster  and  therefore  carry  less  risk. 


The  Department  finds  that  there  is 
good  cause  to  make  this  rule  effective  at 
the  earliest  feasible  date.  This  rule 
relieves  a  regulatory  burden  on 
mortgagors  seeking  to  refinance  certain 
existing  FHA  insured  mortgages,  and  it 
is  in  the  public  interest  to  provide  for  the 
easing  of  the  costs  and  restrictions 
applicable  to  those  refinancing 
mortgages  at  the  earliest  possible  time. 
However,  under  the  legislative  review 
statute.  42  U.S.C.  3535(o)(4).  the  rule 
must  wait  for  30  days  after  its 
publication  before  it  may  become 
effective.  The  Department  is  therefore 
providing  that  the  rule  will  become 
effective  on  May  1992,  but  applicable  to 
streamline  refinancing  mortgages 
executed  on  or  after  April  24, 1992. 


This  rule  constitutes  a  “major  rule”  as 
that  term  is  defined  in  section  1(b)  of  the 
Executive  Order  on  Federal  Relations 
issued  by  the  President  on  February  17, 
1981.  An  analysis  of  the  rule  indicates 
that  it  would,  as  defined  by  that  order, 
have  an  annual  effect  on  the  economy  of 
$100  million  or  more.  Accordingly,  a 
regulatory  impact  analysis  (RIA)  was 
prepared  at  the  time  the  interim  rule 
was  promulgated,  and  that  analysis  has 
been  revised  to  reflect  changes  in  the 
rule  aimounced  in  today's  document. 
The  RLA  is  available  for  review  and 
inspection  in  room  10276,  Rules  Docket 
Clerk.  Office  of  the  General  Counsel. 
Department  of  Housing  and  Urban 
Development,  451  Seventh  Street,  SW.. 
Washington.  DC  20410. 


Other  Matters 

Effective  Date 


Executive  Order  12291 


I 
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Regulatory  Flexibility 

In  approving  this  rule  for  publication, 
the  Secretary  has  certified,  in 
accordance  with  5  U.S.C  605(b)  (the 
Regulatory  Flexibility  Act),  that  this  rule 
does  not  have  a  si^ificant  economic 
impact  on  a  substantial  number  of  small 
entities.  The  rule  implements  a  specific 
congressional  mandate  that  revises  the 
premium  structure  for  single  family  FHA 
mortgage  insurance.  Although  the 
changes  made  may  be  significant  for 
some  homebuyers.  they  are  the  result  of 
thoroughly  debated  policy  enacted  by 
the  Congress.  Hie  effects  of  the  rule  are 
the  result  of  legislation  and  there  are  no 
means  available  to  the  Department  to 
alter  their  impact  or  to  vary  its 
applicability  to  small  entities. 

Environmental  Policy 

The  subject  matter  of  this  rule  is 
categorically  excluded  from  the  NEPA 
requirements  of  24  CFR  part  SO.  The  rule 
involves  the  establishment  of  premium 
rates,  a  cost  determination  that  does  not 
constitute  a  development  decision  that 
affects  the  physical  condition  of  specific 
project  areas  or  building  sites.  See  24 
CFR  50.20(1). 

Semiannual  Agenda  of  Rules 

This  rule  was  listed  as  sequence 
number  1405  in  the  Department's 
Semiannual  Agenda  of  Regulations 
published  on  October  21, 1991  (56  FR 
53380,  53408)  pursuant  to  Executive 
Order  12291  and  the  Regulatory 
Flexibility  Act 

Executive  Order  1261Z  Federalism 

The  General  Counsel  as  the 
Designated  Official  under  section  6(a)  of 
Executive  Order  12612,  Federalism,  has 
determined  that  the  policies  contained 
in  this  rule  will  not  have  substantial 
direct  effects  on  States  or  their  political 
subdivisions,  or  the  relationship 
between  the  Federal  government  and 
the  States,  or  on  the  distribution  of 
power  and  responsibilities  among  the 
various  levels  of  government.  As  a 
result,  the  rule  is  not  subject  to  review 
under  the  Order.  The  rule  is  limited  to 
revising  certain  specific  premium 
payment  requirements  in  connection 
with  FHA  mortgage  insurance.  The 
revisions  are  mandated  by  statute  and 
do  not  alter  die  establish^  roles  of 
HUD,  the  States  and  local  governments. 

Executive  Order  12606,  The  Family 

The  General  Counsel,  as  the 
Designated  Official  under  Executive 
Order  12606,  The  Family,  has 
determined  that  this  rule  does  not  have 
potential  for  significant  impact  on  family 
formation,  maintenance,  and  general 
well-being,  and,  thus,  is  not  subject  to 


review  under  the  Order.  The  rule 
involves  requiremmits  for  payment  of 
premiums  on  FHA  insured  mortgages. 

The  changes  firom  the  existing  premium 
structure  are  specifically  mandated  by 
the  Congress  and  reflect  its  effort  to 
ensure  the  financial  soundness  of  the 
Mutual  Mortgage  Insurance  Fund  while, 
to  the  maximum  extent  feasiUe, 
continuing  FHA  program  affordability 
for  first  time  homebuyers. 

The  Catalog  of  Federal  Domestic 
Assistance  program  number(s)  are  14.117, 
14.112, 14.121. 14.122. 14.132,  and  14.133. 

List  of  Subjects 

24  CFR  Part  203 

Hawaiian  natives.  Home 
improvement.  Loan  programs — ^housing 
and  community  developmenl  Mmlgage 
insurance.  Reportii^  and  record  keeping 
requirements.  Solar  energy. 

24  CFR  Port  204 
Mortgage  insurance. 

Accordingly,  24  CFR  parts  203  and  204 
are  amended  as  follows: 

PART  203— MUTUAL  MORTGAGE 
INSURANCE  AND  REHABIUTATION 
LOANS 

1.  The  authority  citation  for  24  CFR 
part  203  is  revised  to  read  as  follows: 

AuUuHity:  12  US.C.  1709. 17ia  1715b:  42 
US.C  3535(d).  Subpart  C  is  also  issued  under 
12  U.S.C.  1715U. 

2.  Section  203.18c  is  revised  to  read  as 
follows: 

§  203.16c  One-time  or  up-front  mortgage 
Insurance  premium  excluded  from 
limitations  on  maximum  mortgage  amounts. 

After  determining  any  maximum 
insurable  mortgage  amount  under  the 
provisions  of  this  subpart.  the  maximum 
insurable  amount  of  any  mortgage  may 
be  increased  by  the  amount  of  emy  one¬ 
time  or  up-front  mortgage  insurance 
premium  that  will  be  financed  as  part  of 
the  mortgage. 

3.  Section  203.259a  is  revised  to  read 
as  follows: 

§  203.259a  Scope. 

(a)  The  Commissioner  ^all  charge  a 
one-time  MIP  pursuant  to  S  203.280  for 
mortgages  that 

(1)  Are  insured  pursuant  to  |  203.43(c) 
(if  the  mortgage  to  be  refinanced  was 
executed  prior  to  July  1, 1991  and  the 
new  mortgage  is  executed  on  or  after 
April  24. 1992);  or  insured  pursuant  to 

S  203.43i:  or 

(2) (i)  Are  obligatiiMU  of  the  Mutual 
Mortgage  Insurance  Fund  under  this  part 
(except  insured  open-end  advances  as 
provided  by  S  203.270); 


(ii)  Are  insured  pursuant  to:  (A)  An 
application  for  a  conditional 
commitment  received  cm  or  after 
September  1. 1983;  or 

(^  An  applicaticm  for  mortgage 
insurance  endorsement  under  tim  single 
family  Direct  Endorsement  program  as 
provided  in  |  203.2SS,  n^ere  the 
property  appraisal  report  is  signed  by 
the  mortgagee’s  approved  underwriter 
on  or  after  September  1. 1963;  and 

(iii)  Are  execnited  before  July  1, 1991. 

(b)  Except  as  provided  in  S  203.284(h). 
the  Commissioner  shall  cdiarge  an  up¬ 
front  MIP  pursuant  to  S  203.284  for 
mortgages  that  are  executed  on  or  after 
July  1. 1991  that  are  obligations  of  the 
Mutual  Mortgage  Insurance  Fund. 

(c)  The  periodic  MIP  provisions  of 
S§  203.260  throu^  203.268  shall  not 
apply  to  mortgages  referred  to  the 
paragraph  (a)  of  this  section,  nor  shall 
they  apply  to  mortgages  to  which  the 
provisions  of  5  2I03J2M  apply. 

4.  Paragraph  (c)  1 203.270  is  revised  to 
read  as  folkiws: 

§  203.270  Open-end  insurance  charges. 

*  *  •  *  • 

(c)  Payment  of  charge  for  mortgages 
with  one-time  or  up-fmat  MIP.  In  the 
case  of  a  mortgage  with  a  cme-time  or 
up-frcmt  MIP  pursuant  to  i  203.280  or 
S  203.284,  the  insurance  charge  shall  be 
in  an  amount  equal  to  percent  per 
annum  of  the  outstanding  principal 
obligation  of  the  open-end  advance. 
Secticms  203.260  through  203^286  shall 
apply  to  the  open-end  charge  on  a 
mortgage  with  a  cme-time  or  up-fitmt 
MIP,  except  that  all  references  to 
amortizaticm  dates  shall  refer  to 
amortixation  dates  of  the  open-end 
advance,  references  to  MIP  shall  refer  to 
the  open-end  insurance  cdiarge,  cmd 
references  to  outstandii^  principal 
obhgaticm  of  the  mortgage  shall  refer  to 
outstanding  principal  ol^aticm  of  the 
open-end  advance. 

•  *  *  •  • 

5.  Subpart  B  of  24  CFR  Part  203  is 
amended  by  revising  (  203.284  and  the 
undesignated  center  heading  preceding 
it  to  read  as  follows; 

Calculatkm  of  Mortgage  Insurance 
Premium  cm  or  After  July  1, 1991 

§  203.284  Calculation  of  up-front  and 
annual  MIP  cm  or  after  July  1, 1991. 

(a)  Permanent  provisions.  Any 
mortgage  executed  cm  or  after  October 
1. 1994,  that  is  an  obligaticm  of  the 
Mutual  Mortgage  Insurance  Fund  ^all 
be  subjec;t  to  the  following  requirements: 

(1)  Up-fronL  The  Commissioner  shall 
establiki  and  coUec:t  a  single  premium 
payment  in  an  amount  eqiml  to  2.25 


15212 


Federal  Register  /  Vol.  57.  No.  80  /  Friday,  April  24,  1992  /  Rules  and  Regulations 


percent  of  the  amount  of  the  original 
insured  principal  obligation  of  the 
mortgage.  Upon  payment  in  full  of  the 
principal  obligation  of  a  mortgage  prior 
to  the  maturity  date  of  the  mortgage  or 
upon  termination  of  insurance  by 
voluntary  agreement,  the  Commissioner 
shall  refund  all  the  unearned  premium 
charges  paid  on  the  mortgage  pursuant 
to  paragraph  (a)(1)  of  this  section. 

(2)  Annual.  In  addition  to  the  premium 
under  paragraph  (a)(1)  of  this  section, 
the  Commissioner  shall  establish  and 
collect  annual  premium  payments  in  an 
amount  equal  to  0.50  percent  of  the 
remaining  insured  principal  balance  as 
defined  in  paragraph  (g)  of  this  section 
(excluding  the  portion  of  the  remaining 
balance  attributable  to  the  premium 
collected  under  paragraph  (a)(1)  of  this 
section)  for  the  following  periods: 

(i)  For  any  mortgage  involving  an 
original  principal  obligation  (excluding 
any  premium  collected  under  paragraph 

(a)(1)  of  this  section)  that  is  less  than  90 
percent  of  the  appraised  value  of  the 
property  (as  of  the  date  the  mortgage  is 
accepted  for  insurance),  for  the  first  11 
years  of  the  mortgage  term. 

(ii)  For  any  mortgage  involving  an 
original  principal  obligation  (excluding 
any  premium  collected  under  paragraph 
(a)(1)  of  this  section)  that  is  greater  than 
or  equal  to  90  percent  of  such  value,  for 
the  lesser  of  the  mortgage  term  or  the 
first  30  years  of  the  mortgage  term; 
except  diat  for  any  mortgage  involving 
an  original  principal  obligation 
(excluding  any  premium  collected  under 
paragraph  (a)(1)  of  this  section)  that  is 
greater  than  95  percent  of  such  value, 
the  annual  premium  collected  during  the 
period  determined  under  this  clause 
shall  be  in  an  amount  equal  to  0.55 
percent  of  the  remaining  insured 
principal  balance  (excluding  the  portion 
of  the  remaining  balance  attributable  to 
the  premium  collected  under  paragraph 
(a)(1)  of  this  section). 

(b)  Transition  provisions.  Mortgage 
insurance  premiums  on  mortgages 
executed  during  fiscal  years  1991 
through  1994  that  are  obligations  of  the 
Mutual  Mortgage  Insurance  Fund  shall 
be  subject  to  the  following  requirements: 

(1)  1991  and  1992 — ^For  mortgages 
executed  during  fiscal  years  1991  and 
1992  but  on  or  after  July  1. 1991  the 
Commissioner  shall  establish  and 
collect  the  following  premiums: 

(i)  Up-front— A  single  premium 
payment  in  an  amount  equal  to  3.80 
percent  of  the  amount  of  the  original 
insured  principal  obligation  of  mortgage. 

(ii)  Annual— In  addition  to  the 
premium  under  paragraph  (b)(l)(i)  of 
this  section,  annual  premium  payments 
in  an  amount  equal  to  0.50  percent  of  the 
remaining  insured  principal  balance 


(excluding  the  portion  of  the  remaining 
balance  attributable  to  the  premium 
collected  under  paragraph  (b)(l)(i)  of 
this  section)  for  any  mortgage  involving 
an  original  principal  obligation 
(excluding  any  premium  collected  under 
paragraph  (b)(l)(i)  of  this  section)  that 
is— 

(A)  Less  than  90  percent  of  the 
appraised  value  of  the  property  (as  of 
the  date  the  mortgage  is  accepted  for 
insurance),  for  the  first  5  years  of  the 
mortgage  term; 

(B)  Greater  than  or  equal  to  90  percent 
of  such  value,  but  equal  to  or  less  than 
95  percent  of  such  value,  for  the  first  8 
years  of  the  mortgage  term;  and 

(C)  Greater  than  95  percent  of  such 
value,  for  the  first  10  years  of  the 
mortgage  term. 

(2)  1993  and  1994 — For  mortgages 
executed  during  fiscal  years  1993  and 
1994  the  Commissioner  shall  establish 
and  collect  the  following  premiums: 

(i)  Up-front — A  single  premium 
payment  in  an  amount  equal  to  3.00 
percent  of  the  amount  of  the  original 
insured  principal  obligation  of  mortgage. 

(ii)  Annual — In  addition  to  the 
premium  under  paragraph  (b)(2)  (i)  of 
this  section,  annual  premium  payments 
in  an  amount  equal  to  0.50  percent  of  the 
remaining  insured  principal  balance 
(excluding  the  portion  of  the  remaining 
balance  attributable  to  the  premium 
collected  under  paragraph  (b)(2)(i)  of 
this  section)  for  any  mortgage  involving 
an  original  principal  obligation 
(excluding  any  premium  collected  under 
paragraph  (b)(2)(i)  of  this  section)  that 
is— 

(A)  Less  than  90  percent  of  the 
appraised  value  of  the  property  (as  of 
the  date  the  mortgage  is  accepted  for 
insurance),  for  the  first  7  years  of  the 
mortgage  term; 

(B)  Greater  than  or  equal  to  90  percent 
of  such  value  but  equal  to  or  less  than  95 
percent  of  such  value,  for  the  first  12 
years  of  the  mortgage  term;  and 

(C)  Greater  than  95  percent  of  such 
value,  for  the  lesser  of  the  mortgage 
term  or  the  first  30  years  of  the  mortgage 
term. 

(c)  Refunds.  With  respect  to  any 
mortgage  subject  to  premiums  under  this 
section,  the  Commissioner  shall  refund 
all  of  the  unearned  premium  charges 
paid  on  a  mortgage  pursuant  to 
paragraph  (b)(l)(i)  or  (b)(2)(i)  of  this 
section,  upon  termination  of  insurance 
by  volimtary  agreement  or  upon 
payment  in  full  of  the  principal 
obligation  of  the  mortgage  before  the 
maturity  date. 

(d)  Payment  of  annual  MIP.  The  full 
annual  MIP  collectible  by  the 
Commissioner  under  this  section  shall 
be  due  on  the  anniversary  date  of  the 


beginning  of  amortization  and  payable 
not  later  than  ten  days  after  such  date 
even  if  not  collected  by  the  mortgagee 
from  the  mortgagor. 

(e)  Mortgagee's  late  charge  and 
interest.  Annual  MIP  which  is  remitted 
to  the  Commissioner  after  the  payment 
date  prescribed  by  paragraph  (d)  of  this 
section  shall  include  a  late  charge  of 
four  percent  of  the  amount  paid.  In 
addition  to  this  late  charge  the 
mortgagee  shall  pay  interest  on  any 
annual  MIP  which  is  remitted  to  the 
Commissioner  more  than  20  days  after 
the  payment  date  prescribed  in 
paragraph  (d)  of  this  section.  Such 
interest  rate  shall  be  paid  at  a  rate  set  in 
conformity  with  the  Treasury  Fiscal 
Requirements  Manual. 

(f)  Applicability  of  other  sections.  The 
provisions  of  §§  203.261,  203.266, 

§§  203.267,  203.268,  203.280  and  203.282 
are  applicable  to  mortgages  subject  to 
premiums  under  this  section. 

(g)  Definition.  As  used  in  this  section 
the  term  remaining  insured  principal 
balance  means  the  average  outstanding 
principal  obligation  of  the  mortgage  for 
the  first  year  of  amortization,  or  for  a  12- 
month  period  preceding  a  subsequent 
anniversary  date  of  the  beginning  of 
amortization. 

(h)  Exception  for  streamline 
refinance.  This  section  shall  not  apply  to 
any  mortgage  insured  pursuant  to 

§  203.43(c)  if  the  mortgage  to  be 
refinanced  was  executed  before  )uly  1. 
1991  and  the  new  mortgage  is  executed 
on  or  after  April  24, 1992.  This  exception 
does  not  have  the  effect  of  exempting 
streamline  refinancing  mortgages  from 
the  requirement  that  a  one-time  MIP  be 
paid  in  accordance  with  §  203.259a(a). 

PART  204— COINSURANCE 

6.  The  authority  citation  for  24  CFR 
part  204  is  revised  to  read  as  follows: 

Authority:  12  U.S.C.  1715z-9, 1715b;  42 
U.S.C.  3535(d). 

7.  Section  204.260  is  revised  to  read  as 
follows: 

§  204.260  Mortgage  insurance  premiums 
for  coinsured  mortgages. 

The  provisions  of  SS  203.260  through 
203.268,  or  the  provisions  of  §  203.284,  as 
appropriate,  concerning  mortgage 
insurance  premiums  with  respect  to 
mortgages  insured  under  203(b)  of  the 
National  Housing  Act.  apply  to 
mortgages  covering  one-  to  four-family 
dwellings  to  be  insured  under  this  part. 

8.  The  undesignated  center  heading 
immediately  before  8  204.270  and 
paragraph  (a>  of  8  204.271  are  revised  to 
read  as  follows: 
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$  204.271  Cr«dlt«  to  roserve. 

(a)  There  shall  be  credited  to  each 
Aimual  Coinsurance  Reserve  on  the 
date  of  receipt  of  an  annual  mortgage 
insurance  premium,  as  follows:  26 
percent  of  the  initial  (annual]  MIP,  23 
percent  of  the  first  annual  MIP,  19 


9.  Subpart  B  of  24  CFR  part  204  is 
amended  by  revising  S  204.276  and  the 
undesignated  center  heading  {H'eceding 
it  to  read  as  follows: 

Up-Front  Premiums 

§  204.276  Up-front  premiums. 

The  full  amount  of  all  up-front 
premiums  collected  pursuant  to  the 


provisions  of  §  203.264  on  mortgages 
insured  under  this  part  shall  be  credited 
to  the  Mutual  Mortgage  Insurance  Fund. 
No  portion  of  such  amount  shall  be 
created  to  the  Annual  Coinsurance 
Reserve  established  by  S  204.270. 

Dated:  April  13, 1992. 

Arthur  |.  Hill, 

Assistant  Secretary  for  Housing— Federal 
Housing  Commissioner. 

(FR  Doc.  92-9520  Filed  4-23-92;  8:45  am] 
BiaiMQ  COOC  4210-27-M 


